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President Jose Maria Figueres's administration claims that signs of economic recovery in Costa Rica
are emerging after two years of harsh recession. However, many economic indicators do not seem
to justify such optimism and still show the economy is in trouble (see NotiCen 10/31/96). Among the
most serious negative indicators is the huge internal debt that is expected to reach US$4 billion by
the end of the year. Interest payments on the debt soaked up more than 30% of the government's
budget in 1996, when the debt was only US$2.3 billion. An administration plan to ease the internaldebt burden went to the Legislative Assembly in January, but with meager prospects for passage
(see NotiCen, 01/09/97).

Economic performance worsened in 1996
Costa Rica began 1997 with some of the worst macroeconomic indicators in a decade. Figures
released by the UN Economic Commission on Latin America and the Caribbean (ECLAC) showed
that only Venezuela turned in a worse economic performance in 1996. Instead of meeting the
targeted 3% economic-growth rate in 1996, growth plummeted to 1.7% of GDP from a respectable
2.5% in 1995. The fiscal deficit rose to 5.5% of GDP instead of dropping to 0.5% as projected.
This raised Costa Rica's fiscal deficit 4.3 percentage points above the Latin American average.
Unemployment for 1996 reached 6.2% of the economically active population (EAP), compared with
5.2% in 1995.
In addition, foreign investment dropped by 70% last year while rising in the rest of Latin America by
an average of 40%. Other recessionary indicators in 1996 were an inflation rate of nearly 14% and a
4% drop in consumer demand. Despite this gloomy picture, Central Bank president Rodrigo Bolanos
said in March that there were signs of recovery during the first quarter of 1997. In issuing the bank's
projections for this year, Bolanos predicted 3% growth in GDP, noting that the monthly indicator of
economic activity (Indice Mensual de Actividad Economica, IMAE) showed improvement during
the first two months of the year. Bolanos also projected an inflation rate of 12% and a fiscal deficit of
3.5% of GDP. Central Bank optimism was bolstered by recent increases in world coffee prices and a
drop in petroleum prices (see NotiCen, 03/13/97).

Executive's debt-reduction plan falters in Assembly
The administration has pinned hopes for long-term economic recovery on reducing the internal
debt, but its proposed debt-reduction plan ran into trouble with both the opposition Partido Unidad
Social Cristiana (PUSC) and key leaders within the president's own Partido de Liberacion Nacional
(PLN). For this reason, Figueres has been unable to put together a solid majority vote on the plan as
a whole.
Opposition deputies of the PUSC favor some parts of the plan, such as stepping up the sale of
public assets, but have blocked final debate on the package by introducing over 4,000 amendments
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to it in legislative-committee sessions. PUSC presidential candidate Miguel Angel Rodriguez
approved of selling the two state banks as proposed in the plan, but he balked at the sale of the
telecommunications system, Radiografica Costaricense (RACSA). Likewise, the PLN's announced
presidential candidates, Carlos Manuel Castillo, Miguel Corrales, and Walter Coto, also opposed
various aspects of the plan.
The most controversial element in the plan is the proposal to increase revenue by maintaining the
sales-tax rate at 15%. The rate was raised from 10% to 15% in 1995, but by law will automatically
drop to 13% in April of this year. Administration officials argue that keeping the tax at 15% is the
least intrusive way to hold down the fiscal deficit. They also point out that there is no guarantee that
businesses would pass along the proposed two-percentage point reduction to the consumer. This
would mean that the government would lose revenue without necessarily achieving lower consumer
prices. "It's better that the money go to the state than to the private sector," said Marco Vargas,
minister of the presidency.
In February, the tax question stalled in committee because of PUSC opposition and PLN
reservations. The administration then threatened to raise customs duties and place taxes on selected
basic consumer items. This would certainly have been an unpopular and politically risky move since
70% of the 264 items in the basic basket of consumer goods and services is currently tax exempt. But
Economy Minister Jose Leon Desanti said that, without the 15% tax rate, few options would be left
since all possible spending cuts have already been made. Business associations quickly complained
that new consumer taxes and higher customs duties would only weaken an economy already in
recession. They recommended retaining the current 15% sales tax, as the executive proposes.
Samuel Yankelewitz, president of the business organization Union de Camaras Empresariales, said
any increase in the cost of imported materials and machinery would hurt Costa Rica's competitive
position and bring on a sharp rise in unemployment. Administration drops plan to raise taxes On
March 19, rejecting administration arguments, the Assembly passed a bill to reduce the sales tax to
13%, a move that could result in a US$62.5 million shortfall in government revenue, driving the fiscal
deficit up even further.
The administration apparently accepted private-sector concerns about taxes and announced it
would drop the proposals for higher customs duties and new taxes on consumer goods. But with the
key sales tax voted down in the Assembly, the administration shifted course. The new strategy is to
postpone any decision on how to cover the revenue shortfall until the end of the current legislative
session on April 30. First Vice President Rodrigo Oreamuno said that he still hopes the Assembly
will extend the life of the 15% rate.
Between now and the end of April, the administration will evaluate how the increases in coffee
prices and lowered interest rates will affect the budget crisis. Figueres may be hoping that these
factors will stimulate enough recovery that he can avoid more political battles in the Assembly
over his debt-reduction package. [Sources: Reuter, 02/26/97; Inter Press Service, 03/13/97; Spanish
News Service EFE, 03/03/97, 03/10/97, 03/13/97, 03/19/97; La Nacion (Costa Rica), 01/17/97, 02/21/97,
03/19/97, 03/24/97]
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